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Section 507 - Loans Secured by Marketable Securlties:

{nteoduction

Policy

References

Exhibits

Related Policies

Regulition U

This section covers loang o consumerand busibess barmowers thal are
secured by marketable financial assots such as stocks, bomds and
mutual Tusds:

Loans secured by properly margined, readily marketable securities arc
desirable loans. [t is the responsibility of the relutionship manager
{BM) or Comsunrer Loars Pontfolio Manager of the Retail Bank 10
undeestind the nature of the securities taken as collateral. The valus of
securities securing loans of this type will be monitared at. keast monthly
to insure adequate narging. These foars requite a high degree of
commitment from the RM or Consumer Loan Postfolio Manager 1o
service the acoount and tomonitor the coltatersl in a timely and
conscientious manser. Bormowers will be routinely informed that the
pledse of additionat collateral, principal reduction or retirement of the
debt via collateral liquidation nwuss promptly remedy margin shortfalls.
Compass Bank will exertise control ¢ver the collateral through svtual
possession or g control agreement with 2 custodian.

ifa loan secured by markeiable securitics camot or will not be
monbtored n scoocdaiide with this poliey, then the loan should be
approved under the leader's unsecured k‘ﬂiﬁﬁg authority.

Advanee rate fimitations of Federal Reserve Board Regulation *Ut will
be observed in alf cases,

Extensions of eredit secured by murketable securities should be
govemed by cither a loan agreement, Jetter agrecment or collateral
rmainténance agreement that establishes, among other things, defilt
and ltqmdmlml ratios and & provision for a cure period. An advance
rate ratio Tevel lower than the default mtio may be appropsiate to allow
for some market variance. Generally, a cure period of no more than
fivee (51 business days is recommiended Wwith the exception of the
liguidation ratio, where the cure period should be no greater than ove
{1 business day. These ratios should not be-less than those reflected in
the *Required Margins® section of this policy.

Federal Reserve Board Regulation 1 Credit by Banks of Persons other

than Brokers or Deplers for the Purpose of Purchasing vr Carrying
Murein Stocks

Exhibit “K* « Federal Reserve Board 11-1 Farm

Regulation U sets out requirements for fendees who extend credit
secured by mangin stock. terestricts the amount of credit that may be
extended for the purpose of purchating o easrying margin securities
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{purpose credit) to S0 percent of the curent market value of the margin

stock. if the credit is secured directly or indinectly by that stock o any
other margin stock. A financinl institution may continge w madntain
any credit nitially extended in compliance with the regulation
regardless of a feduction in the customer’s equity miangﬁmn a
change in market priceor s changedn the status of the security securing
the purposecredit.

Purpose credit loans that are unsecured are alsis covered by Regulation
4. 1f o unsecured pmpcmmd:i foan 15 made o the samwe customer
subsequent to 2 margin stock secured purpose eredit loan, then the
combined credit extended for both loans cannot exceed the 30 percent
maximum foan value. 17 the unsecured purpose eredit foan was made
previous to the mmgmmck secnmﬂpmpasemdn loa, then upon
exiension of the margin stock secured purpose credit transaction, the
credits arc to be combined and treated a5 & single creditunder
Hegulation U,

Covered loans include any transaction directly or indirectly secured
by margin stock that-allows the borrower to mabntain, reduce, or retire
debtoriginally incurred to purchase a secufity that is currently & margin
stock. indirectly secured transactions include transactions covered by
non-encumbrance agreeiments rather than a direct pledge.

Margin stocks inclede the following:

* Any equity security trading on a national securities exchange
including all issues raded on the New York Stock Exchange (NYSE)
or the American Stock Exchange {ASE)

= Any over-the-counter (OTC) security trading in the National Market
tier of the NASDAQ Swock Market;

= Any debt security convertible into 8 margin stock or carrying a
warrant or right to subscribe 1o or purchase a margin stock;

» Shares of most mutual funds. unless 93 percent of the assets of the
Tiad are cominuoushy mvested in LLS. government, agency. stale, or
municipal obligations.

Regutation U has two important roquircrments for the Bank and
relationship managers:

» The reladonship manager wust obtain from the borrower, and
complete, 8 purpose statement, Torm Li-1 {sce Exhibit "K"), for cach
foan secured by margin stock. Both the borrower and the refationship
manager must sign the form. The form §s not filed with the Federal
Reserve, but must be retained for at feast three years after the
termination of the.credil. A copy of the U-1 form should be retained
with the collaeml file Tor this parpose,

» The relptionship manager must adhere to prrgin reguiremens of 50
percend for all purpose loans secoded by margin stock, -A purpose
lasan is any credit for e purpose, whether immediate, incidental, or
ultiniate, of buying or carrying smargin stock.

A noreparpose Joan B a-Joan made for sny, purpose ather than

purchasing or carrying margin stock. Regulation U-places no

restriction on the amount of creditthat may be extended on non-
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Acceptable Securities

purpose loans secured by margin stock. Sez “Required Margins”
section of this policy for the Bank’s limits.

Penalties for nion-compliance are sévere. Requirements of Regulstion
Uwill be strictly observed.

When debt or equity securities are hieldas collateral, the securities

shoutd fave the following charscteristics tobe considered desirable
colhsteral:

= Issued by aquality corporation o by & federal, stare. or tocal
governrment entity.

» Publicly priced and traded on one of the major national securities
exchanges.

* Supported by a broad, active, liquid market where the securitfes
value at the 32-week Iow s greater than $10 per share,

The fodfowing types of Stocks and securitics have features that mit
their value as collateral. Loans scoured with this type of collateral
should be underwritten with primary emphasis on the financisl
strength, repavment capacity and stability of the borrower:

» Dobt and prefermed stock with less than invesiment grade ratings.
= Sceuritics that are resiricted as to their marketability,

« Stock ina company that is sot publicly traded.

» Closely beld or unfisted stocks,

* Now-registered Secarities,

» Stocks whosetrading velue reflects light wrading and whose 52-week
fow is less than S10 per share.

* Hedee Funds,
» Actively Traded Accounts not managed by Compass Brokerage
It is the responsibifity of the relationship manager to fully understand
the nature of the zecurity taken as collateral.
Diesirable sécurities include;

» Stocks traded on the NYSE, ASE and NASDAQ National Market

System

= US Government abligations

 State, county and municipal obligations rated *Bax® or better

s Corporate obligations rted “A” or better
Over the coumter stocks that are not traded on the NASDAQ National
Market System should be evalvated on a case-by-case basis. Factors
such a5 historicad price volatifity, average daily trading volume mmd the
number of stockholders should be evaluated. This imvestigation should
be documented in'the underwriting memo.. Over the counter stocks
should be depended upon as collateral ouly i this investigation
provides a high degree of certainty that the volume of siock taken as
coltateral can be readily Hauidated over a short period of time,
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Restricted Stuck

Kequired Margins

Seeiritics such #s collateralined mongape obligations, notes supporied
by seuritized foans and similar asset backed securitics are not
gmmﬂ:, ‘scceptable ps collitéral. Thesy securitios penerate
unpredictable distributions to the owner as the underlying loans are
repaid. This seturnof principal causes the value of the security to
decline st ap unpredictable and sometines rapid rate.

Closely held or ffﬁquidstockg unrated debt instruments and annuities
are not to be regarded as marketable securities within the context of this
policy.

{ris also important 10 investigate and undesstand any restrictions placed
on the sale of stock owned by insiders of the issuer. Rule 144 ofthe
Securities Act of 1933 covers the sale of control securities and
restrivted securities. These types-of securities are not secommisnded as
collatesal and it is important 1o know that there e restrictions placed
on the sale of these stocks,

If & situation arises where the Bank is considering taking this type of
stock as collateral, the Bank's Legal Departmcent should be comsulted
regarding these restrictions and the impact to the Bank in the event.
liquidation becomes necessary.  1la decision is made 1o take this stock
us collateral, the advance rate must not be greater than 50 percest; the
default ratio 33 percent: and the liquidation ratin 60 percent.

Contro! securities are owned by directors, officers or individuals whoe
awn 10% or more of any rype of cutstanding secusities of a company
tor Ninanciafly dependent relatives of such individualsy. Individuals
who have a control refatlonship with an fssuer are considered affiliated
persons, Restricied securities are those acquiced through some means
pthier than a mgmcm! pubfic offtring. A mm}? putdlmcd ina
privaie placement is a restricted security. Exhi

Stock Checklist should be used o idemify whmmck may be a
rostricted of control stack.

Loans of more than $500,000 secured by restricted stock must be
approved by an individual with Class “B” or higher lending anthority.

Maximum advance rates on loans secured by marketable securities will
vary based on the quality and Hguidity of the collaterl.

Al loans secured by cenificated narketable securities will be set up
for tracking on the Stock Margin System unless specifically exenpted
by an individual with adegquate suthority to approve the loan on an
unsecured basis.

The &M or Consumer Loan Portfolie Manager is specificaily
responsible for reviewing and evaluating margins on any loan secured
by markietable securitics. This revicw should be performed no less than
mouthly and more frequently if circumstances warrant.

Unless further restricted by Regulation *U, maximum loan fo value for
the various types of seouritics are as follows:
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Advance. Default Liquidation
Rate Ratio Ratio
Compass Bancshares Stock BO0% 85% 90%
NYSE, AMEX, NASDA listed o —
: > > 0 e 58
st 063&‘3 73 e B5% 5%
NASDAQ Small Capitalization 60% ar
Issues (QTC) « Non-investment tess T0% or Jess 0% or fess
LS Gavemment Obligations & 85% 0% 95%
securitiesA gences
State, Counly, & Municipal
obligations with & rating of “Bag™ 80P B5% 0%
or better
Fm{e obligations/bands rated 80% 855 9%
A" orbetter
Curp@m!e obligatfonsbonds mted 60% 70% £0%
below *A
Mutaa| Funds T0% 75% 8%
Restricted or Limited oo e ,
Marketability (1) 0% 3% 0%
"Penny” Stocks {stocks vadued at ‘
under $10 per share on 32-week 23% 35% 5P
averape) (3
Actreely Traded Accounts () 5% 55%% 60%
All Repulation “U™ Transactions P [94] ]

{1} Sex “Acceptable Securities” section of this policy regarding restrictions.
2y Defaut and Liguidation Ratios of Regulation L rransactions should be the
consistent with the fype of security and comply with the ratios indicated inthe

shbove table,

{31 Stocks valued # under §5 per share on 52-woek average are nit eligible
under this policy-and should not be taken us collgterd, unless joan is

approved under unsecured Tending authorily.

{4 Actively Traded Accounts arc defined as investmentbrokerage sccounts
where trading Is allowed and the stockfinvestment mix is subject to change

at any fime,

Loans that exceed these margin mitations due to prive fluctuations are
(o be promptly brought back into margin. Remedies include s principal
reduction, the pledee of additional collateral or Hguidation of collateral

10 repay the loan.

The risks associated with actively traded accounts in which Compass
exerts no contred over trading should be carefilly evalunted. Advance
rates in excess of those outlined in this section require special approval.
These types of exceptions will typically be made only on accounts that
are professionally managed with a formally siated investmént
philesophy that provides a high degree of certainty with respect 1o the
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Control of Collateral

Liguidation Process

types-of assets that are Jikely {0 be held i the-account.. Low
Administration must approve all exceptions to the advance mte
Limitations on actively traded accounts.

Perfection of a security interest In marketable secatities requires the
filing of an UCC-1 filing sttement and the exercise of control over the
securities. In the case of corificated securities, this control i achieved
by physical possession of the securities.

When possible certificated marketable securities will be converted into
aho&muymmmmdhﬂdmmmmmmmﬂ
This will gale much efficiency and give the Bank greater control over
ihe gollateral to prevent Joss due to fraud, stock splits, ete.

I physical securities-ate held, they musst be held in the Safekeeping

department. The decision to hold physical secutities cutside of the
Safekecping Department is an exception to this policy and must be
approved by Loan Administration,

fn the cose of uncentificated securities, ¢ither of the following is.
requircd: a} the scoount is putinthe Bank’s name or b} & control
agreement is exccuded by the Bank, the borrower and the brokerage
firm.  The Bank"s control agreement should be used and executed by
an-officer of the Bank, the borrower and a representative of the
brokerage firm. In the event that the brokérage fim insists that their
conwol agreement be used, it will be considered an exception to this

policy. The Bank's legal counsel should be consulied prior 1o execution

of the tiird party contro! agreement and Lean Administration must
approve the use of the third-party contro] agreement.. A simple buflce

lerter is not sufficient to establish comrol.

Furthermore, foans of $500,000 or more secured by actively traded
accounts held at institutions other than Compss: Bmkmﬁgr snust be
approved by an individoal with Class "B’ leniding authority,

Tt is the Bank™s policy to aliow miarket movement in stocks and
securities vatued as a collateral asser. Thersfore, the Bank has pot in
place default and liquidation ratios to protect the bank from abnormal
market declines. The relationship manager must moaitor these matios.
Moteover, cure periods must be desigmated at each level prior to the
liquidation ratio. No cure period beyond onc (1) business day should
be provided once a security has reached oc exeeeded the ﬁx;mdm
ratlo, Further, if the Hquidation ratio & met during 3 cure period
actively underway {five {5} day cure period for default ratio), the
Hquidation ratio supercedes and the bank should have inmaediate tights
{one (1) business day cure period} to sell the stock or securities with no
further notice required.

In the event that-a defalt or liguidation ratio has been miet, the
relationship manager nwst immediately review all documentation to
ensure adequacy. The relationship manager must also rotify Credit
Administration and the Compass Bank Legal Departmentand:
immedimely begin the process of liquidation. The liguidation process
should include appropriste notification 1o the Borrower, ns advised by
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Lost & Stolen Securities

Exceptions

tegat counsel, and consultation with Compass Brokerage as Hguidation
agent, Procecds from the liquidation will be placed into a specifically
desiznited Compass Bank account and debited for repayment of the
subject loan within the most expedited timeframe possible. Any
devistion from this policy requires the approval of Loan
Administration.

1 the seeuriiies are not held by Compass Bank, thenthe broker is to be
netifted and instrocted in writing to sollthe securities and wire the net

proceeds into a specifically designated Compass Bank secount 1o be
debited for repaymient of the subject loan.

The refationship manager shall determine whether ornot securities:
tken xs collateral have béenreporied asinissing, losy, coumserfeitor
stolen, inall instances where the aggregate face value {in the case of
bonds) or market value (in the case of stocks) of the securities 1o be
used as-collareral is greater than $10,000, The inquirics are to be made
te Securifiey Information Center (“S1C™} or its designee and is to'be
documented in the bank”s records/credit files:

The Securitics and Exchange Commission requires that inquiries be
made whenever a security is presented that is in bearer form, street
meurmwx!kwdmy Indquiiries are 1o be made to the
Security Clearance arex of the Safckecping Department. Everwhen
not rl‘:quired an inquiry is recommended tn any case where the
borrower is not well known.

The requirements of Regulation U may not be waived.  Any deviation
from the “Liquidation Process™ secticn of this policy requires at
minimum the approval of Loan Administration. As indicated in the
"Control of Collateral” section, Loan Administration must approve if
physicid securities are to be held and if the secarities ane held outside of
the Safekeeping Departinent.

Individuals with Class *C” or higher tending authority may make
exceptions other thin those indicated above 1o this policy within their
unsecured doffar leading limits.

S17F
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BOARD OF GOVERNCRS OF THE FEDERAL RESERVE SYSTEM
Statement of Purpose for an Extension of Credit Secured by Margin Stock
{Federal Reserve Form U-1)

m&m

Thws regeort ks vegusted Oy tow (35 WE.C. $¥78p and THey 12 CFR 225,
The Fodaral Feseren mmay £t COCRUST Of SpONSor, St B Grusniration (or &

reckcail W oot requaed o respund b & colideusn of mboiation unless it
disphaed 8 iarenthe valid OME comred rumber.

Instructions

Public teporsing Burden for thes oodle of o s ted 1o avrrage
T mhiftes per fasponbe; am&ﬂm:kxmmmmwﬂm&uxmw
required Yorm ard Y0 Z e doenrtion
msﬁamwm&mﬁam«mvvmm
@mmgw:m‘mwmmymmmm
o Sesrivy, Boord of Govemos of The Federsl Ressrve S, 20vr and. ©
Soeers, BN Wisbagrion, DC 20551 and 1ot Office of Management and
Bulper, Paperverdk feduction Profect {7 10000111, Washioguon DL 20503

1. This form must ba completed when a bank extends credit in excess of $100,000 socursd direstly o indiractly, i whole or

in part, by sny margin stock.

2. The term “margin stock” is defined in Regulstion U (12 CFR 221] and includes, principally: {11 stacks thas are registered an
& national securitivs exchange: {2} debt securities fbonds] that are convertible into margin stocks; {3} any over-the-counter
security designated as qualified for trading i the National Marke: System under a designation plan approved by the Securities,
ang Exchangs Commission {NMS securityl: and 14) shares of mast motual fimds, unlese 95 per cent of the assets of the fund
are continuously invested in U.S. govemment, agency, state, or municipal obligations.

3. Please print or type ! space is inadeguate, attach separate sheatl.

Part | To be completed by borowerls}
1. What ks the ameount of the credit being extended?

2. Will any pant of this credit be usaed to purchass or carry margin stock?

I¥ the answer is "no.” describe the specific purpose of the craedit.

1 ves 1M

{ tWel have read this form and certify that (o the best of my lour] knowledge and befief the information given is true, acourste,
and complete, and that the margin stock and any uther securities collateralizing this credit arg suthentic, genuine, unalterad. and

it stolen, forged, or counterfedt,

Signed:

Signed:

Borrmrasr’s BgnatieE

Botrowes’s. signatury

Feinat r bype bty

Pl o8 teps s

Thig foem should not be signed i tlenk,

A borrower who falsely certifies the purposa of a credit on this form or otherwise willfully or intentionally evades
the provisions of Regulation U will also violate Federal Reserve Regulation X, "Borrowers of Securities Credit.”
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. D Page 2ol 2
Part It To be completed by bank only if the purpose of the credit is to purchass or camy. margin securities (Part 112}
answared “yes”)
t. Ust'the margin stock securing this credit; do not include debt securities convertible into margin stoek. The maximam lodn
value of margin stock is 50 per Cent of its current market value under the current Supplement to Regulation U,

No. of - Market price B‘f ”ff ‘i“".“ Yol madkat
shares saue perahare oF valusbion valge per kgus
} i Bee note balow]

2. List the dabt securities convartible into margin stock securing s credit. The maximum loan valus of such debr securitesds
£0 per cent of the current market value under the cdrrent Suppiement to Regulstion UL

- Oase and soutcn . )
p'ms:: igsue Market price of valuaton VT@ mf’fﬁm
ama {See note beiow) | YPIWE.PEF ssus

3. List other coltateral including nonmisrgin stock securing this credit,
Date and source -
Describe biiefly Markerpoce | of valustion o Iwih
{3ew note belowl
Note: Sank nesd not complete *Oate 303 source of vatuation™ i the market value was shisined hotn segubirty published ilismation in o jounal of g ) ciezalath

L 2. BUtOTTIRE QUL Systeen

Part Hll To be signed by a bank officer in all instances.

F am 3 duly suthorized representative of the bank and understand that this credit securad by margin stock may be subject to the
credit restrictions of Regudation U, | have read this Torm and any sttachments, and | have scoepted the custormer™s statamant in
Pact | i good faith as required by Regulation U*: and | certily that 1o the bast of my knowledge and balief, sl the information
given is true, sccurate, and complete. | also-certify thet if any securities that directly secure the credit are not or will not ba
registared in the name of the borrower or its nominee, | have or will cause to haye examined the written congent of the
registered owner to pledge such securities. | further certily that any securities that bave been or will be physically delivered Yo
the bank in cannaction with this credit have baen or will be examined, that all walidation procedures requiredt by bank policy and
the Securities Exchange Act of 1934 {section 17, as emended) have been or will be performed, and that Fam satistied 1o the
best of my knowiedge and beliel that such securities are genuing and not stolen or forged snd their taces have hot been aftered.

Signed:

Title Pyt OF typE T
* To st the £ g i ool st the pificed of the bank st be alert 10 the o uiing thee comdlt aod, il ios posseseion of any

it that the st s truthlul.

information that woald Csuse B predsnt peesss oot 10 sccepl the statamend without WUy, st have svestigated and be
Arrarag tha fackn which wemadd requer ol sneastigation s receint of the statemart theodgh the mal o from & third parte.

This form must be retsined by the lender for three years sfter the credit is extinguished.



